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Average exchange rate (J$ to US$) 
1987: 5.5 1988: 5.5 Jan-Sept 1989: 5.57 


KEY ECONOMIC INDICATORS 
(In millions of U.S. dollars unless otherwise stated) 


1987 1988 1989 Percent 
(Proj) Change 
87-88 


Domestic Economy 

Population (millions) 

Population growth 

GDP, Current US$ millions 

Per capita GDP, US$ 

Real GDP growth 

Fixed capital Formation, 
% of GDP 


Monetary Data 
Consumer Price Index (av.) 
(% change) 250 
Money Supply (M1) 
(% change) -22.6 (JAN-JUNE) 
Savings deposits rate (%) 13.0 
Average lending rate (%) 24.5 (JUNE) 


Production and Employment 
Labor Force (1000) Av. N.A. 


Unemployment rate, Av. N.A. 
Industrial Production Index 
(1984=100) 72.4 88. (MAY89) 


Minimum Wage, J$ (40 hours) 60.0 100.0 3333 


Balance of Payments (US$ millions) 

Exports (F.0.B.) 709.2 948.3 17.5 
U.S. share of exports 1) 421.0 534.7 11.6 
Imports (C.I.F.) 1234.3 1622.5 16.2 
U.S. share of imports 1) 588.0 842.0 26.1 
Trade Balance -525.1 -674.2 -14.5 
Current Account balance -148.4 -111.8 98.9 


External Financing (US$ millions) 

Foreign debt (end of period) 4013.4 4272.5 -0.5 

Debt service 725.6 717.4 -11.5 

Debt Service Ratio (percent) 45.1 40.6 N.A. 

Net international reserves -538.1 N.A. 30.3 
(End of period) 


Fiscal Accounts (J$ millions) 2) 

Revenues §013:..3 6921.8 21.4 
Expenditures 6056.1 9051.6 39.9 
Amortization 990.0 1787.1 48.8 
Deficit (net of amortization) -52.8 -342.7 1626.3 
Deficit as % of GDP 

(Net of amortization) 0.3 4.7 1.6 N.A. 


Estimated Total FY88 FY89 FY90 
U.S. Assistance 73.1 124.4 74.6 *  SROs2 


1) Principal U.S. exports (1988): Foodstuffs and Meats (US$135 
million), Apparel, Textiles (US$106 million); Construction and Building 
Materials and Equipment (US$111 million); General Machinery and Equipment 
(US$96 million); Chemicals, Resins (US$72 million); Miscellaneous 
Manufactured Goods (US$31 million). U.S. Government data. 


2) Data are on Jamaican fiscal year basis (April-March). 





SUMMARY * 


The upturn in the Jamaican economy, which began in 1986, was 
interrupted by the considerable damage from Hurricane Gilbert which 
struck in September 1988. Thus, real economic growth dropped from 
5.2 percent in 1987 to 0.6 percent in 1988. Agriculture and 


manufacturing were particularly hard hit by the hurricane but nearly 
all economic sectors suffered to some degree. 


However, in 1989 Jamaica has undergone a strong recovery with the 
two main foreign exchange earners -- bauxite and tourism -- 
performing particularly well. Agricultural recovery has been slower 
but was returning to pre-hurricane levels by the latter part of the 
year. Overall economic growth in 1989 is projected to climb back to 
about 3 percent. This would probably have been higher but 
balance-of-payments and inflationary pressures emerged in the second 
half of 1989 which have forced the government to adopt a more 
restrictive monetary policy. 


The year 1989 also saw a relatively calm national election in 
Jamaica. In its first 8 months, the new government of Michael 
Manley has continued the free market policies of its predecessor and 
acted to further reduce the government role in the economy. This 
role nevertheless remains substantial in certain key import 

sectors. The Manley government has also sought to continue the 
country’s financial adjustment agreement with the IMF, and 


negotiations on a revised agreement were under way as of October 
1989. 


For 1990 , the key sectors of bauxite and tourism continue to look 
promising and, barring major external shocks, should show 
moderate-to-trong growth. The major area of uncertainty for the 
economy is on the financial side where a heavy debt burden is 
preempting over 40 percent of foreign exchange income resulting in 
pressure on the balance-of-payments and the exchange rate. These 
problems and the monetary policies needed to correct them are likely 
to restrain overall economic growth in 1990. 


Economic ties between the United States and Jamaica are close and 
extensive, particularly in trade and investment. U.S. exports to 
Jamaica climbed to US$741 million in 1988 as the United States 
remained Jamaica’s largest trading partner. Further strong growth 
in U.S. sales is projected for 1989 based on figures for the first 8 
months. Basic foods, construction and transport machinery, 
textiles, electrical equipment and hotel equipment are areas of 
traditional strength which should remain promising in 1990. U.S. 
investment in Jamaica is estimated at well over US$1 billion; the 
investment climate remains favorable, reflecting the strong economic 
and political relationship between the two countries, the access to 
the U.S. market provided by the Caribbean Basin Initiative, and 
Jamaican policies supportive of private foreign investment. The 
United States also operates a substantial foreign assistance program 
in Jamaica which in FY 1990 is projected at US$75 million. 


*This report was prepared in December 1989 





ECONOMIC PERFORMANCE 


Economic growth in 1988 was expected to be in the 4 percent range 
just prior to the September hurricane. However, the strongest storm 
to hit Jamaica this century did considerable damage to buildings, 
infrastructure, and agricultural crops and also caused significant 
lost production. Thus, real GDP for 1988 grew by only 0.6 percent. 
However, recovery from the effects of the hurricane was rapid, 
helped by major international assistance for rehabilitation of the 
infrastructure. Bauxite and tourism, Jamaica’s main foreign 
exchange earners, made the quickest recoveries. Bauxite, in 
particular, was boosted by the reopening of a large mine and alumina 
processing complex as well as tighter world prices. Manufacturing, 
particularly textiles, also came back well in 1989. Agriculture 
recovered somewhat more slowly as crop replanting required more 
time. By October 1989, the economic recovery from the hurricane was 
largely complete, and real growth in 1989 is projected at 3 

percent. Strong bauxite prices and good tourist receipts all 
contribute to this projection. 


The year 1989 also saw an election in February which restored 
Michael Manley to the post of Prime Minister after an absence of 9 
years. The first 8 months of Mr. Manley’s administration have seen 
a continuation of the broad economic policies of the previous 
government. This has involved emphasis on market forces and support 
for the private sector. The Manley government reduced the subsidy 
on certain food commodities, whose controlled prices had become 
unrealistic, and also sold off the majority of the government-owned 
hotels to private companies. Nevertheless, a government agency 
continues to control the importation of a number of key commodities 
such as certain basic foodstuffs and motor vehicles. 


For 1990, bauxite and tourism are expected to remain strong. 

Barring external shocks, such as sharply higher oil prices, the 
strength of the exporting sectors plus tourism allows for a fairly 
positive outlook for 1990. The potential for growth based on 
exports of merchandise and services could, however, be undermined by 
the financial side of the Jamaican economic equation. Concern exits 
over the country’s exceptionally heavy debt burden which contributes 
to a fundamental imbalance between supply and demand for foreign 
exchange. The 12 percent depreciation of the Jamaican dollar 
vis-a-vis the U.S. dollar in June-October 1989 was one symptom of 
this problem. These factors plus the high domestic interest rates 
and the impact of double digit inflation have the potential to 
dampen real growth in 1990. The economic picture for Jamaica is 
thus a complex one in which internal strengths compete with 
vulnerability to external shocks and financial weaknesses. 


Bauxite/Alumina: During the first 8 months of 1989, bauxite/alumina 
production increased significantly over the previous year’s 
performance to 6.01 million tons, a 22.2 percent improvement. Good 
market conditions coupled with the reopening in April 1989 of 
Alpart, the island’s largest alumina refinery, are the main factors 
behind the mining industry’s continuing buoyancy. Jamaica will 
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benefit from increased net earnings from bauxite/alumina exports in 
1989, which should reach 9 million tons, the highest level recorded 
since 1982. Jamaica will benefit from increased net earnings from 
bauxite/alumina exports in 1989, and if strong world metals demand 
and low fuel prices continue, the sector should enjoy further growth 
in the early 1990s. There was a short strike in mid-1989, but with 
a new 2-year contract signed, the labor situation in the bauxite 
industry has stabilized. A rapid increase in inflation causing a 


loss of real wages would represent the main potential threat to this 
stability. 


Tourism: Jamaica’s tourist sector is the economy’s most import 
foreign exchange earner. Jamaican tourism depends heavily on the 
U.S. market and, thus, U.S. economic strength. In late 1987, 
Jamaican tourism was affected by the U.S. stock market crash, and in 
late 1988 Hurricane Gilbert both damaged facilities and created a 
short-lived negative public image of Jamaica as a vacation 
destination. The sector is again growing in terms of total visitor 
arrivals and continues to make critical foreign exchange 
contributions to the island’s economy. Stopovers (visitors of more 
than one night) are expected to increase by 5 percent in 1989 and 
gross earnings are forecast to increase by 6 percent to US$558 
million. Investment in tourism has occurred both through Jamaica’s 
suceessful hotel privatization program and through investment in new 
facilities. In 1989, four new hotels began operations on the 
island. Investors’ confidence in the sector is likewise reflected 
in decisions by Continental and American Airlines to expand their 
Jamaican service and Eastern Airlines to resume service in 1989. 
Tourism has been targeted for special attention by the Manley 
government’s economic planners, and given the U.S. economy’s 
continuing strength, the forecast for 1990 is for continued tourism 
growth. While tourism’s medium-term prospects are likewise strong, 
infrastructure limitations on airports, roads, and harbors and 


sanitation facilities -- if not addressed -- could hamper eventual 
tourism expansion. 


Manufacturing: Jamaican manufacturing output declined by about 1 
percent in 1988 due to the impact of Hurricane Gilbert. However, 
garment exports, which account for most nontraditional manufacturing 
activity, expanded by over 10 percent, sustaining close 
relationships between many Jamaican garment assembly firms and the 
U.S. retailers they serve. In most cases, these trade linkages have 
been fostered by the Caribbean Basin Initiative, the U.S. 
Government’s package of commercial policies which promote economic 
development in Jamaica and elsewhere in the Caribbean region. 
Jamaican manufacturing is expected to experience an overall 3 
percent expansion during 1989. In 1990, the most critical factor in 
continued output growth will be the level of real interest rates 
faced by local investors. Jamaican exporters are both knowledgeable 
of and ready to supply the U.S. market. They also expect to benefit 
in terms of price competiveness from the recent round of Jamaican 
dollar depreciation. Nevertheless, the high cost of local credit is 
likely to continue to prevent the Jamaican manufacturing sector from 
realizing its full potential in the near tern. 


Agriculture: The final quarter of 1988 and the first 6 months of 
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1989 defined a difficult period for Jamaican agriculture due to the 
storm damage inflicted by Hurricane Gilbert. Annual output fell by 
4.4 percent in 1988 and domestic crop production, i.e. crops other 
than major traditional ones, such as sugar and bananas, fell by 11 
percent. Crop damage continued to show up in terms of low yields in 
most categories during 1989. For example, output in domestic crops 
was 24 percent below the comparable 1988 level at the end of June 
19189. 


Despite these problems, agricultural recovery is well under way and 
pre-hurricane levels of production should be reached for most crops 
by 1990. An exception to this will be coffee, since many coffee 
plants were destroyed by the hurricane and replacement requires 2 
years. More positively, banana production had already recovered 
fully by October 1989 and is actually ahead of pre-hurricane 
levels. Sugar, which remains Jamaica’s leading export crop, 
suffered a 14 percent production decline in the 1988/89 crop year 
but should regain ground in 1989/90 and generate more that US$75 
million in export revenues. The Jamaican Government continues to 
focus special attention on developing the agricultural sector since 
it employs nearly a third of the work force. 


PUBLIC SECTOR OPERATIONS 


Because of the emergency situation and subsequent reconstruction 
obligations created by the September 1988 hurricane, the Jamaican 
Government was not able to meet its goal of reducing the budget 


deficit during FY 1988/89. However, a policy of fiscal constraint 
was written into the government’s spending plans for the current 
fiscal year, 1989/90, which ends on March 31, 1990. Central 
government expenditure is targeted to decline to 34.4 percent of GDP 
from the 37 percent level registered during the previous fiscal year. 


The following table outlines the government’s fiscal operations and 
debt servicing requirements: 


Overall Public Sector Accounts 
(In millions of U.S. Dollars) 


1988/89 1989/90 
(Planned) 


Revenue 1106.6 1242.7 


Expenditures 1540.2 1625.1 
of which: 


Amortization 267.8 320.8 
Interest 327.6 346..i2 


Central Government 
Deficit 4334 382 4 


Overall Public Sector 
Deficit, including 
Bank of Jamaica and 
other public entities 





In fiscal year 1990/91, the Jamaican Government is expected to 
continue its policy of limiting deficit spending. Moreover, a new 
program of value-added indirect taxation, known as the General 
Consumption Tax (GCT), is scheduled for introduction after January 
1990. While the GCT is expected to be a revenue-neutral reform, it 


will replace a complicated system of consumption and excise taxes 
currently enforce. 


MONETARY AND CREDIT POLICY 


In 1988, monetary policy in Jamaica was generally expansionary in 
order to facilitate hurricane recovery and growth. Ml (currency and 
demand deposits) and M2 (M1 plus time deposits and savings 
desposits) grew by 55 and 40 percent respectively, largely as a 
result of significant reinsurance inflows, increased government 
expenditure, and extraordinary donor grants and loans. Policy 
measures implemented during the year included lowering the liquid 
assets ration for commercial and merchant banks, lowering the 
minimum rate paid on savings deposits, and extending interest 
payments to previously non-earning commercial bank reserves 
deposited in the Bank of Jamaica. 


In 1989, consumer inflation and imports increased significantly 
while capital inflows were less than projected. As a result, 
pressure emerged on the exchange rate with the Jamaican dollar 
declining from J$5.50 to US$1.00 in June to J$6.19 at the end of 
October, a 12.5 percent depreciation. The Jamaican Government 
responded in September - October with restrictions on new credit 
and a substantial increase in interest in an effort to restrain 
import demand and exchange rate pressure. This occurred against the 
background of negotiations with the IMF on revisions to the 
country’s financial adjustment agreement. It appears that 
restrictive monetary policies will be needed into 1990, and this can 
be expected to limit overall growth. 


WAGES, PRICES, AND EMPLOYMENT 


The most recent available statistics on employment in Jamaica 
indicate that jobs growth is outpacing population growth and that 
unemployment fell from 21 percent in 1987 to 18.7 percent in 1988. 
Further decline in 1989 is projected. The services, mining, and 
construction sectors of the economy in particular have been 
responsible for employment gains. More women are participating in 
the Jamaican economy, but the size of the labor force has declined 


slightly in recent years due to the combined effects of a low birth 
rate and emigration. 


Wages in Jamaica appear to be rising faster than inflation as 
measured by the consumer price index (CPI), yet wages are 
nevertheless low by U.S. standards. Low hourly wage rates give 
Jamaica a comparative advantage in relatively labor-intensive 
industries and products such as garment assembly. During the 2 year 
period from June 1986 to June 1988, average wages rose by average of 
38 percent, to the equivalent of US$78 per week. During the same 2 
year period, the CPI rose by 14.2 percent. Inflation accelerated 





after the September 1988 hurricane, and for the 12-month period July 
1988 to July 1989, the CPI grew by 15 percent. This compares with a 
7 percent increase in the previous 12-month period. There was an 
easing of inflation in the third quarter of 1989, but new 
inflationary pressures arose in the fourth quarter due to the 
currency depreciation. 


BALANCE OF PAYMENTS 


From January to June 1989 the balance of payments recorded a surplus 
of US$178 million, despite a chronic and growing merchandise trade 
deficit. Jamaica’s current account of goods and service showed a 
surplus of US$21.9 million at the end of the period, primarily due 
to reinsurance inflows and increased grants and private transfers. 
In recent years, Jamaica’s balance of payments has reflected a 
picture in which export and tourism revenues plus external 
assistance through loans and grants compete with massive outflows of 
debt service and import payments to yield a slowly improving net 
international reserve account. Barring external shocks, a forecast 
of continued improvement in the balance of payments should hold true 
for the next several years. 


BALANCE OF PAYMENTS 
(In Millions of U.S. Dollars) 


1988 Jan-June 89 


Merchandise -596.1 -389.3 


Exports (FOB) 831.6 etek 
Imports (CIF) 1427.7 866.4 


Services (net) 352.7 229.5 


Foreign Travel 468.5 272.6 
Investment Income -467.7 -235.8 


Other ‘ 3521..9 oA. 7 
Goods and Services -243.4 -159.8 


Transfers (net) 241.6 181.7 


Current Account 
Balance s 21.9 


Net Capital 
Movements 451.6 $2521 50.4 


Change in Reserves +303.2 +143.3 +178.0 


PART B: IMPLICATIONS FOR THE UNITED STATES 


Jamaica’s proximity to the United States, its democratic political 


system, and traditional reliance on trade-related economic activity 
have 





fostered close economic relations with the United States. During 
the 1980s, successive U.S. and Jamaican political administrations 
sought to deepen long-standing economic linkages between both 

countries by lowering barriers to bilateral trade and investment. 


This trend is expected to continue next year and into the early 
1990s. 


Since Jamaican independence in 1962, the U.S. Government has 
provided a high level of support to Jamaica both in terms of 
technical support and significant levels of financial assistance. 
In 1989, this assistance, including hurricane relief, amounted to 


US$124 million and is estimated at approximately US$75 million for 
FY 1990. 


To support and strengthen the private sector and to encourage trade 
and investment in nontraditional areas of economic activity, 
duty-free entry for a wide variety of products to the United States 
under the Caribbean Basin Initiative was implemented in 1984 for at 
least 12 years. Legislation to extend and expand the CBI is before 
the Congress. Jamaica also benefits from special access to the U.S. 
market for garments assembled from material formed and cut in the 
United States. As a CBI beneficiary and signatory of a Tax 
Information Exchange Agreement, Jamaica has access to investment 
funds from Puerto Rico under Section 936 of the Internal Revenue 


Code and is an eligible site for tax-deductible conventions for U.S. 
firms. 


The American Chamber of Commerce of Jamaica (AmCham), with 200 
member firms, is actively involved in promoting trade between 
Jamaica and the United States and facilitating new direct U.S. 
private investment to Jamaica. The AmCham provides its members a 
forum for advocating public policies to enhance the business climate. 


EXPORT OPPORTUNITIES 


The United States is Jamaica’s foremost trading partner, supplying 
more than half of Jamaica’s imports and purchasing over a third of 
Jamaica’s exports. In 1988, Jamaica’s imports from the United 
States amounted to US$741 million, according to U.S. Government 
figures, an increase of 17 percent over 1987. In 1989, the U.S. 
share of Jamaican imports continued to grow, running 28 percent 
higher in the first 6 months compared to the same period of 1988. 
Some of the leading U.S. exports include crude petroleum; wheat; 
corn; soybeans; southern yellow pine; industrial chemicals; 
agricultural chemicals, including fertilizers and pesticides, 
agricultural and construction machinery and equipment, textiles, and 
electrical articles and equipment. Jamaica will continue to present 
U.S. exporters with a wide array of opportunities including raw 
materials, capital goods, spare parts, and other intermediate inputs 
for manufacturing, tourism, and agriculture. The U.S. Government 
also provides financial guarantees to U.S. agricultural exports 
through the Commodity Credit Corporation (CCC). The Export-Import 
Bank of the United States is active in Jamaica, and in 1989, that 
institution increased its short-term trade credit facility to 
Jamaica to US$60 million. 





IMPORT OPPORTUNITIES 


Jamaica’s exports to the United States totalled US$470 million 
during 1988, and the United States remained Jamaica’s principal 
market. During January-June 1989 exports to the United States 
increased by 9 percent over the corresponding period of 1988. 
Garments, offshore electronic assembly, fruits and vegetables, 
horticulture, aquaculture, limestone, beverages and tobacco, light 
manufacturing, furniture, and handicrafts continue to have good 
potential in the U.S. market. 


INVESTMENT OPPORTUNITIES 


The Government of Jamaica has been receptive to foreign investment. 
Prime Minister Michael Manley is building on his predecessor’s 
efforts to attract foreign investment with tax incentives, 
remittance guarantees, and a debt-equity swap program which 
facilitates below-market access to Jamaican currency for foreign 
investors. Over the years, a large number of U.S. and other foreign 
companies have invested in Jamaica. The Government of Jamaica 


promotes local and foreign investments through its agency, Jamaica 
Promotions Ltd. (JAMPRO). 


Parties interested in investment in Jamaica should make JAMPRO one 
of their first points of contact. The Overseas Private Investment 
Corporation (OPIC), a U.S. Government agency, operates an active 
insurance and investment finance portfolio which includes many 


projects involving U.S. investment in Jamaica. 


Presently, there are three active free zones in Jamaica offering a 
wide range of incentives for investors producing for exports. 
Garment assembly, light manufacturing, and data entry are some of 
the activities being undertaken in free zone areas. 


The officers assigned to the U.S. Embassy’s Economic Section and 
Foreign Commercial Service are ready to help U.S. businessmen 
interested in Jamaica. The U.S. Embassy is locate at 2 Oxford Road; 
Kingston 5, Jamaica; telephone (809) 929-4850. 














